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FARM CREDIT ADMINISTRATION
The

effective date for final rules relating to the use of regulatory accounting
practices (RAP) by Farm Credit institutions has been announced (see the 2/9/89
Fed. R e g ., p. 6265).
The effective date is 2/9/89.
The final regulations, which
authorize Farm Credit institutions to use RAP for certain interest rate
evaluations and extend the use of RAP until 1992, were published in the 10/13/88
Federal Register (see the 10/17/88 Wash. R p t .).
For further information after
reading the notice, contact Thomas L. Dalton at the FCA at 202/883-4475.

FARMERS HOME ADMINISTRATION
Audit requirements are included in a proposed rule to revise and redesignate SelfHelp Housing Technical Assistance Grants which was issued by the FmHA (see the
2/13/89 Fed. R e g ., pp. 6532-49).
The proposed regulation incorporates, by
reference or direct quote, OMB Circulars that significantly affect participating
grantees.
Section 1944.422 of the proposed regulation pertains to audit and other
report requirements and would require that grantees submit Form SF-269A,
"Financial Status Report,” to the appropriate FmHA District Office annually, or
biannually if a state or local government with authority to do a less frequent
audit requests it, and within 90 days of the end of the grant period or
termination of the grant.
The audit is to be conducted by the grantee's auditors
in accordance with Generally Accepted Government Auditing Standards, using the
publication "Government Auditing Standards" issued by the Comptroller General of
the United States.
In addition, the audits are also to be performed in accordance
with various OMB Circulars and FmHA requirements as specified in the proposed
regulation.
For example, state and local governments and Indian tribes are to be
audited in accordance with the proposed regulation and OMB Circulars A-128 and A102, with copies of the audits being forwarded by the grantees to the FmHA
District Director and the appropriate Federal cognizant agency.
Nonprofit
organizations and other organizations are to be audited in accordance with FmHA
requirements and OMB Circular A-110.
Comments on the proposed rule are due on or
before 4/14/89.
For further information after reading the proposed rule, contact
Cliff Herron at the FmHA at 202/382-1484.

FEDERAL HOME LOAN BANK BOARD
A proposed rule has been issued to ensure that FHLBB regulations conform with the
classification of assets system mandated by the Competitive Equality Banking Act
of 1987 (see the 2/14/89 Fed. Reg., pp. 6685-89).
The Board said the proposal
would amend existing regulations that require a prescribed ratio of scheduled
items to specified assets as a "litmus test" for authority of insured institutions
to engage in expanded activities.
That measurement would be replaced with a
requirement that insured institutions demonstrate compliance with certain minimum
capital requirements.
The FHLBB said the inclusion of compliance with minimum
capital requirements provides supervisory personnel with the flexibility to
restrict an institution's activities on the basis of overall capital strength, as
determined on a case-by-case basis, rather than on the scheduled items formula
t h a t o n l y m e a s u r e p r o b le m a s s e t s .
Com m ents a r e due o n o r b e f o r e 3 / 1 6 / 8 9 .
F or
further information after reading the proposed rule, contact Jeffrey R. Williams
a t t h e FHLBB a t 2 0 2 / 3 7 7 - 6 5 5 9 .
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TREASURY, DEPARTMENT OF
Minimum participation in qualified pension, profit-sharing and stock bonus plans by
sponsors and participants is the subject of a proposed rule issued by the IRS (see
the 2/14/89 Fed. R e g ., pp. 6710-33).
The proposed regulations reflect changes
made by the Tax Reform Act of 1986 under section 401(a) (26) of the Internal
Revenue Code and generally apply to plan years beginning after 12/31/88.
The
proposed regulations include rules concerning current and prior benefit
structures, testing methods, and excludable employees; the proposed regulations
also contain special and transitional rules.
Written comments and requests for a
public hearing must be delivered or mailed by 4/17/89.
For further information
after reading the proposed regulations, contact Nancy J. Marks at the IRS at
202/242-6954.
Compliance by master and prototype-plan sponsors with the Tax Reform Act of 1986 will
be the subject of a seminar for plan sponsors to be held 3/7/89 by the IRS. IRS
personnel from the Employee Plans Division will discuss procedures and technical
aspects regarding the IRS National Office master and prototype pension and
profitsharing plan program scheduled to open on 4/10/89.
The seminar will be held
in the Department of Commerce Auditorium, 14th & Constitution Ave., N.W. ,
Washington, D.C. from 9:00 a.m. to 3:00 p.m.
Questions which plan sponsors may
want addressed should be submitted before 2/28/89 to:
Chief, Employee Plans
Qualifications Branch, E:EP:Q, Room 6550, 1111 Constitution Ave., N.W. ,
Washington, D.C. 20224, ATTN: Seminar.
The IRS said that since seating is
limited, advance reservations will not be accepted.
For further information about
the seminar, contact the IRS at 202/566-3672.
Guidance in determining the present value of an annuity, an interest for life or for
a term of years or a remainder or reversionary interest under section 7520 of the
Internal Revenue Code is provided in Notice 89-24 released recently by the IRS.
Section 7520 was added to the Internal Revenue Code by the Technical and
Miscellaneous Revenue Act of 1988 and generally provides that the value of an
annuity, interest for life or for a term of years, or remainder or reversionary
interest is to be determined by new tables.
Section 7520 is applicable to gifts
made after 4/30/89 and to estates of decedents dying after that date.
The IRS
said that generally two factors are used in determining the present value of such
instruments for Federal estates, gift and certain income tax purposes.
The
factors are 1) the interest rate component, or the assumed rate of return, and 2)
the mortality component, or the life expectancy of a designated individual(s).
With respect to the interest rate component, the new valuation tables under
section 7520 are to be based, in part, on the interest rate that the IRS announces
monthly in a news release and publishes in a revenue ruling in the Internal
Revenue Bulletin.
With respect to the mortality component, new valuation tables
will be based on the most recent mortality experience available, the IRS said.
The IRS said the tables will be published in publications that may be purchased
from the Superintendent of Documents, U.S. Government Printing Office, Washington,
D.C. 20404. The IRS said that, even though the publications setting forth the new
tables of valuation factors are not yet available, taxpayers who expect to make
transfers after 4/30/89 of partial interests in property measured by a term of
years may find many of the factors in commercially available financial
publications that contain present value tables computed to six significant
figures.
The notice also includes examples of how to compute the term certain
valuation factors for valuing a remainder interest, an income interest, or an
annuity interest.
Notice 89-24 is scheduled to be published in Internal Revenue
Bulletin 1989-10, dated 3/6/89.
For further information after reading the notice,
contact William L. Blodgett at the IRS at 202/377-9666.
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SPECIAL:
The

AICPA TESTIFIES BEFORE HOUSE BANKING COMMITTEE REGARDING S&L CRISIS
accounting profession "...has been one of the few consistent voices urging
caution, and even outright objection, to the sometimes desperate attempts by
regulators, and even this Congress, to mask the true dimensions" of the S&L
crisis. Philip B. Chenok, president of the AICPA, told the House Banking, Finance
and Urban Affairs Committee at a 2/21/89 hearing.
"The problems of the thrift
industry, particularly those in the southwest, were well known in the early and
middle part of the 1980s," Mr. Chenok said.
"It simply strains credulity to
suggest or believe for a moment that today’s crisis has developed because auditing
firms failed to 'sound early alarms about impending disaster in the industry.'
In
fact, alarm bells were sounded by the accounting profession and others during the
1980s and they have gone largely unattended," he said.
Examples cited by Mr.
Chenok included the following:
1) As long ago as 1981, when the FHLBB allowed
S&Ls to defer losses from the sale of assets with below market yields, the
profession warned that such treatment was inconsistent with GAAP; 2) When the
FHLBB permitted certain mutual capital certificates and income capital
certificates to be included as net worth, the profession warned against
inconsistency with GAAP; 3) In 1982, when Congress passed legislation allowing
qualifying subordinated debentures, appraised equity capital,
and net worth
certificates to be included in net worth for regulatory purposes, the profession
warned that such differences between RAP and GAAP could lead to confusion and
misleading financial reports; 4) When regulators appeared to be allowing excessive
up-front income recognition for loan origination and commitment fees, the
profession warned against inconsistency with GAAP; 5) When proposals to permit the
deferral and amortization of loan losses in a manner at odds with sound accounting
procedure emerged during consideration of the Competitive Equality Banking Act of
1987, the profession warned against such actions; and 6) In 1988, when the FHLBB
sought to have withdrawn AICPA's guidance requiring disclosures of certain loss
possibilities in FSLIC-assisted mergers, the profession objected.
Mr. Chenok went
on to outline programs instituted by the AICPA to strengthen standards and auditor
performance.
In response to a recently issued GAO report (see the 2/6/89 Wash.
R p t .) on audit quality based on a review of 11 audits of S&Ls that subsequently
failed, he said, the GAO "is not asserting that the standards themselves are
deficient or that the system itself is flawed."
The AICPA is "responding
affirmatively" to GAO recommendations that the AICPA revise its "Audit and
Accounting Guide for Savings and Loan Associations" and to take special measures
to inform the Institute's 282,000 members of the results of the GAO review and
other S&L-related problems.
Mr. Chenok said the entire GAO report will be
published in the March issue of the "Journal of Accountancy."
He said the AICPA
would send a letter to those firms which conduct audits of S&Ls to advise the
firms to review their S&L audits and to give special attention to accounting for
loan loss reserves in audits currently being performed.
The Chairman of the
AICPA's Board of Directors has also appointed a special committee to update audit
guidance for savings and loan associations, Mr. Chenok advised the Committee.
He
also emphasized that "efforts to improve financial reporting and audit quality are
part of a continuous process."
In this context, he testified that the AICPA had,
in the last five years, issued seven statements of position, twelve notices to
practitioners and five practice bulletins.
Mr. Chenok concluded by stating,
"Independent audits of public companies continue to be of high quality...The
number of cases even alleging audit failure in these highly litigious times
involve only four-tenths of one percent of the audits performed over the last six
years for entities whose securities are registered with the SEC...We fully expect
that any examination of the entire universe of the independent audits conducted of
this nation's 3,000 FHLBB-regulated savings and loan associations would also
demonstrate a general high-quality of work."
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SPECIAL:
AICPA TAX DIVISION ADVOCATES WITHDRAWAL OF PROPOSED
CORPORATION NETTING RULE

CONTROLLED

FOREIGN

Five recommendations were made to the IRS by the AICPA Tax Division regarding
proposed regulations concerning the allocation of interest expense and other
expenses to foreign source income. The recommendations were made by Gerald T.
Ball, the chairman of the AICPA International Taxation Subcommittee, at an IRS
hearing on the proposed regulations on 2/21/89 (see the 9/19/88 and 1/30/89 Wash.
Rpts.).
Mr. Ball noted that the major changes caused by section 864(e) of the
Internal Revenue Code, which was added to the Code by the Tax Reform Act of 1986,
include the computation of expense allocations on a consolidated basis, as opposed
to a company-by-company basis, and the allocation of interest and other expenses
on the basis of assets, rather than on the basis of gross income.
Mr. Ball
recommended that:
1) The controversial interest netting (direct allocation) rule
should be withdrawn; 2) Loss on sale of receivables should not be recharacterized
as interest expense; 3) The IRS authority in reviewing the fair market value (FMV)
method should not be so broad; 4) Taxpayers using the FMV method should be allowed
to develop values for specifically defined intangibles; and 5) The modified gross
income method should be simplified.
SPECIAL:

AICPA TESTIFIES BEFORE WAYS AND MEANS OVERSIGHT SUBCOMMITTEE ABOUT CIVIL TAX
PENALTY PROVISIONS

It is time to "clean up and streamline” IRS civil tax penalties, but it is the "wrong
time to create new penalties with new standards for taxpayers and tax
practitioners." Arthur S. Hoffman, the chairman of the Executive Committee of the
AICPA Tax Division, told the House Ways and Means Oversight Subcommittee.
"It is
vital that there be a respite from change," he said.
"Those seeking to comply
with the law need to be able to refer to time-proven standards of behavior." Mr.
Hoffman said that "if there is any lesson to be learned by tax practitioners and
legislators in recent years, it is that change itself is complexity."
Therefore,
he recommended modifying, but not "scrapping" of the present rules.
He told the
Subcommittee that the AICPA Task Force on Civil Penalties considered the rationale
behind each of the many penalty provisions and approached the review from the
perspective that "penalties should be designed solely to encourage voluntary
compliance, not to raise revenue, nor to exact retribution."
Basically, he said
the AICPA believes that "penalties should be applied only in circumstances of
clearly noncompliant conduct...In the absence of reasonable care and good faith,
the understatement of tax liability should be subject to penalty."
The following
recommendations were also made regarding specific civil tax penalty provisions:
1) Retain section 6653 negligence and fraud penalties, but modify them so that
penalties for negligence are increased from 5 percent to 15 or 20 percent.
The
penalty also should apply only to the portion of the deficiency which relates to
negligent conduct; 2) Retain section 6661 substantial understatement penalty, but
the penalty rate should be reduced from 25 percent to 10 or 15 percent.
The
definition of "substantial authority" should be broadened to include information
sources generally used in practice for advising taxpayers; 3) Eliminate the
interest differential of section 6621(a) and repeal section 6621(c); 4) Repeal
sections 6659, 6659A, and 6660 valuation penalties; 5) Consolidate all penalties
relating to third-party information reporting and consider changes to penalty
amounts and waiver standard; 6) Adopt a recommended standard of conduct for
section 6694 income tax return preparer penalty and for Treasury Circular 230
governing practice before the IRS; 7) Repeal section 6701 aiding and abetting
penalty; and 8) Reexamine section 6713 disclosure penalty.
The Tax Division is
presently finalizing a more complete report on the penalty system in light of its
recent survey of practitioners on the administrability of the penalties, Mr.
Hoffman also told the Subcommittee.

6

SPECIAL:

LEGISLATION TO AMEND CIVIL RICO INTRODUCED IN HOUSE AND SENATE

Legislation has been introduced in the House and Senate to amend the civil provisions
of the Racketeer and Corrupt Organizations (RICO) title of the Organized Crime
Control Act of 1970. The measures, H.R. 1046 and S. 438, were introduced by Rep.
Rick Boucher (D-VA) and Sen. Dennis DeConcini (D-AZ). The measures are similar to
legislation which was approved by the Senate Judiciary Committee during the last
Congress (see the 11/7/88 and 5/30/88 Wash. Rpts.).
In a majority of cases the
proposed legislation would limit the RICO remedy to single damages and attorney's
fees.
Automatic treble damages would be provided to Federal, state, and general
unit of local government plaintiffs and to plaintiffs who proceed against a
defendant previously convicted of a RICO predicate offense.
Actual damages as
well as discretionary punitive damages in an amount equal to twice the actual
damages may be awarded to special purpose units of local government, plaintiffs
injured by violations of the Federal insider trading laws, and consumers defrauded
in connection with a purchase for personal, household use or investment, unless a
remedy is available to the consumer under the securities or commodities laws. As
introduced, the measures would apply retroactively, but provide that any plaintiff
who loses his opportunity to recover treble damages in a pending case is able, if
he ultimately prevails on the merits, to recover the costs of litigation,
including attorney's fees.
H.R. 1046 was introduced with 37 co-sponsors and S.
438 was introduced with three co-sponsors.
The measures have been referred to the
House and Senate Judiciary Committees for consideration.

For further information contact Shirley Twillman at 202/737-6600.
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